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In the increasingly structured and politicised labour market of the 1920s and 1930s, however, wages lacked the¯exibility they had once possessed. The¯uidity of labour costs was limited by the spread of unionism, the growth of internal labour markets, and a general preoccupation with the relationship of one's wage to that of others. For all these reasons, the gold-standard adjustment mechanism no longer operated as before.
2 Contemporaries unfortunately found it impossible to break out of the established mindset even when this radical change in circumstances rendered ineffectual and even perverse the application of conventional remedies.
The role of the gold standard in the Great Depression has been noted in the historical literature. Typically, however, the monetary regime is discussed only in passing and is portrayed as a minor element of the larger social environment.
3 While recent surveys of European history mention the gold standard among a list of possible causes of the Depression, they do not emphasise its role.
4 Accounts of the Depression in the United States, in contrast, hardly mention the gold standard at all.
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We argue that these limited treatments paint a misleading picture. Although the Depression was a complex event, reaching around the globe and lasting for the better part of a decade, there now exists agreement among most economists that the gold standard was a key element ± if not the key element ± in the fathoming, not just enumerating, those factors, and understanding how they interacted with the structure of the economy and society to amplify and propagate their effects. Here the gold standard was a key factor. Our argument therefore ties together previous contributions in ways that reveal their essential unity.
The gold standard as a defence against chaos
The First World War was a massive shock to the economy and society. Ford Maddox Ford's tetralogy, Parade's End, captured the mood in Britain, which felt the shock keenly, but the sense of a new and unpleasant world respected no national borders.
9 The bygone world had been an international one. John Maynard Keynes's famous passage in The Economic Consequences of the Peace is often interpreted as testifying to Britain's dominance of the late-nineteenth-century international economy, but it also provides a vivid picture of the global scope of the markets of the age.
The inhabitant of London could order by telephone, sipping his morning tea in bed, the various products of the whole earth, in such quantity as he might see ®t, and reasonably expect their early delivery upon his doorstep; he could at the same moment and by the same means adventure his wealth in the natural resources and new enterprises of any quarter of the world, and share, without exertion or even trouble, in their prospective fruits and advantages; or he could decide to couple the security of his fortunes with the good faith of the townspeople of any substantial municipality in any continent that fancy or information might recommend. He could secure forthwith, if he wished it, cheap and comfortable means of transit to any country or climate without passport or other formality, could despatch [sic] his servant to the neighbouring of®ce of a bank for such supply of the precious metals as might seem convenient, and could then proceed abroad to foreign quarters, without knowledge of their religion, language, or customs, bearing coined wealth upon his person, and would consider himself greatly aggrieved and much surprised at the least interference. But, most important of all, he regarded this state of affairs as normal, certain, and permanent, except in the direction of further improvement, and any deviation from it as aberrant, scandalous, and avoidable.
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According to Keynes's reminiscence, educated Britons, and their counterparts in other countries, saw markets of worldwide scope as the normal state of affairs.
California Press, 1986) . Kindleberger emphasised the role of the missing hegemon: no longer London, not yet New York. But why was a hegemon needed? It was to manage the gold standard as it had been managed from London before the Great War. Kindleberger's argument therefore is one aspect of the view presented here, not an alternative to it. Several writers have seized on the level and in¯exibility of wages as a cause of the Depression. Borchardt and James have argued this view for Germany; Bernanke more generally. Knut Borchardt, Perspectives on Modern German Economic History and Policy (Cambridge: Cambridge University Press, 1991); Harold James, The German Slump: Politics and Economics, 1924±1936 (Oxford: Clarendon Press, 1986); Bernanke,`The Macroeconomics of the Great Depression'. As noted already, the argument that wages were too high was a part of the gold-standard rhetoric of the time; high wages were a problem within the gold standard. While the modern discussion isolates wage rigidity as an important component of an essentially Keynesian view of the Depression, contemporary policy makers tried to arrest the decline by cutting wages ± a response that led to disaster. Businessmen, bankers and their professional offspring moved easily among cities from Moscow to Chicago, or at least from Berlin to New York. The gold standard symbolised the mentality and patterns of conduct of these intellectual and economic elites. It was integral to the emergence of what Keynes referred to as`the investing class', for whom saving and investing were both a duty and a delight.`The morals, the politics, the literature, and the religion of the age joined in a grand conspiracy for the promotion of saving. God and Mammon were reconciled.'
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More concretely, saving and investing were encouraged by the stability of money values. The gold standard, which promised stable prices and restrained the ®nancial freedom of governments, was the guarantor that thrift would be rewarded. 12 As an international system, it stabilised exchange rates worldwide. And this exchange rate stability encouraged unprecedented levels of foreign investment. That countries like Britain and France had invested a quarter to a third of their savings abroad, fuelling the expansion of the international economy, was a consequence of the gold standard and at the same time a powerful support of it.
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In order to maintain the policy of buying and selling gold at a ®xed price, governments had to conduct their affairs within certain bounds. This discipline in turn promoted economic stability in the countries that adhered to the system.
14 The ability of governments to maintain this discipline was taken as a marker of the extent of the civilised world. The struggling countries of Latin America and eastern Europe kept trying and failing to adopt the gold standard, making adherence a hallmark of a developed economy. Asian and African societies out of the orbit of European and American industry made no effort to join this club.
Mr. Norman's feelings, which, in fact, are shared by me, indicated that the alternative ± failure of resumption of gold payments ± being a confession by the British Government that it was impossible to resume, would be followed by a long period of unsettled conditions too serious really to contemplate. It would mean violent¯uctuations in the exchanges, with probably progressive deterioration of the values of foreign currencies vis-a Á-vis the dollar; it would provide an incentive to all of those who were advancing novel ideas for nostrums and expedients other than the gold standard to sell their wares; and incentive to governments at times to undertake various types of paper money expedients and in¯ation; it might, indeed, result in the United States draining the world of gold with the effect, that, after some attempt at some other mechanism for the regulation of credit and prices, some kind of monetary crisis would ®nally result in ultimate restoration of gold to its former position, but only after a period of hardship and suffering, and possibly some social and political disorder.
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This litany of evils speaks of dark forces ± ®nancial and intellectual ± that would be unleashed by the failure to restore prewar monetary arrangements. It echoes the sermon preached to young Stephen Daedalus which told of the cumulative horrors of hell endured by those who abandoned the Catholic Church.
17 The irony, of course, is that Strong's memo anticipated events that eventually came to pass in the 1930s but were in fact precipitated by adherence to ± not abandonment of ± of the gold standard.
But that was in the future; the past appeared to offer tranquility. This is not to deny that there had always been economic¯uctuations. Twenty years of de¯ation starting in the 1870s added to the burden on farmers with ®xed mortgage obligations, increasing pressure for agricultural protection and fomenting a populist revolt against open markets. US politics disturbed currency markets during the presidential campaign of 1896, when William Jennings Bryan protested that the monetary standard threatened to`crucify mankind upon a cross of gold'. Investors had reason to wonder whether the United States would continue to honour its obligation to sell gold at a ®xed price. Their nervousness sent interest rates soaring and disrupted international ®nancial transactions. But the disruption was short-lived; it was put to rest by the US Gold Standard Act of 1900, which af®rmed the United States' commitment to the system. The controversy was not in the minds of many in the aftermath of the Great War.
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More vivid and revealing was another prewar crisis: the Baring Crisis of 1890. Speculation in South American land had been encouraged amid a tremendous expansion of Argentinean government debt. Eventually the Argentine government found itself unable to service its accumulated obligations, and the London banking ®rm of Baring was caught in the ensuing debacle. a British ®rm in their dealings, they created conditions where their problems could generate panic in London and jeopardise the stability of the international system.
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To avoid a panic, Lidderdale had to accumulate reserves, discouraging thoughts that the Bank might run short, and encourage creditors not call in loans that might destabilise the markets. The ®rst goal was accomplished by selling bonds to the government of Russia, borrowing through Rothschilds from the Bank of France, and securing guaranteed offers of loans from London joint-stock banks. The second was achieved by reaching an understanding with the banks not to liquidate loans they had made to bill brokers ®nancing the American trade.
20 When one bank began to do so nonetheless, Lidderdale informed its manager that if it continued to call in loans, he would close its account at the Bank of England and announce his action in the press. He gave the manager an hour to decide.
21 In this high-handed way, Lidderdale was not so much exhibiting the power of the Bank of England to maintain the gold standard as revealing the need for both international and domestic co-operation.
The Great War was a larger shock to the world economy than the Baring crisis; it was beyond policy makers' range of historical experience. During the Baring crisis the Bank of England had dealt with a short-lived increase in the demand for funds, but it could not ®nance the war by such means. The government engaged in unprecedented quantities of borrowing, and the Bank used its powers of persuasion to discourage London ®nancial houses from undertaking transactions in precious metal. A key provision of the prewar ®nancial system, the right to import and export gold without restriction, was limited by the high wartime costs and hazards of ocean shipping and prohibited only in 1919. Central bank stabilization of the dollar±pound exchange rate was substituted for gold¯ows.
Like the Baring crisis, the war was a temporary disruption. Policy makers presumed that the gold standard was to be modi®ed only temporarily to accommodate the imperatives of war and postwar reconstruction. Once normalcy was restored, Britain was expected to go back on to the gold standard as it had done after defeating Napoleon a century earlier. But while history's lesson was clear, the dislocation of the Great War and in¯ation meant that resumption would not be straightforward. The dif®culty of the postwar economic problem was acknowledged when the Lords Commissioner of His Majesty's Treasury appointed a commission on the currency and foreign exchange after the war under the direction of Lord Cunliffe, governor of the Bank of England, to consider the question and report back to the government. economic history of the interwar years. It argued that the best defence against instability was the gold standard, and invoked the stability of the past to predict that similar arrangements would guarantee stability in the future.`In our opinion', wrote Cunliffe,`it is imperative that after the war the conditions necessary to the maintenance of an effective gold standard should be restored without delay.' 22 The most important of those conditions guaranteed the free purchase and sale of gold at prewar parities. Similar expressions of the gold-standard mentality pervaded economic-policy discussions throughout the 1920s. Given Britain's wartime in¯ation, which was not only high in absolute terms but exceeded the rates experienced in the United States, adopting the Committee's recommendation implied the need to reduce prices towards US levels. Restoring the prewar parity required de¯ation, as it had after the Napoleonic Wars. Reluctant to impose the costs of rapidly reducing wages on returning soldiers, the government postponed the actual resumption for ®ve years. The perceived need for continuous de¯ation anticipated pressures that would grow increasingly intense as the decade progressed.
The same mentality shaped ®nancial policies in France and Italy. The Italians sought to emulate Britain and de¯ate to establish their claim to membership in the ®rst rank of ®nancial and economic powers. Monetary expansion during the war had led to in¯ation.
23 Giovanni Giolitti, Italy's Prime Minister in 1920±21, prescribed the classic gold-standard medicine ± de¯ation and reduced government services ± to deal with Italy's postwar problem. He assigned a`higher priority to ®nancial and monetary stabilisation than to cultivating the political support of the mass parties'.
24 But at the same time that creating conditions to restore the gold standard was reviving the¯ow of capital into Italy, Mussolini was exploiting the domestic strains needed to achieve this result. The political fabric in Italy did not prove strong enough to withstand this ®scal retrenchment, which intensi®ed the forces leading to the March on Rome.
The French, for their part, hesitated to cut public spending and balance the budget, policies which were preconditions for returning to gold. Eliminating the ®scal de®cit would have undermined their claim that German reparations were needed to defray the costs of reconstructing the French economy. 25 Insistence that the Boche' should pay, based on memories of the French indemnity paid to 22 Cunliffe added:`We are glad to ®nd there was no difference of opinion among the witnesses who appeared before us as to the vital importance of these matters. ' Germany in 1871, encouraged successive governments to postpone the decision of how to distribute reconstruction costs and, more generally, the costs of putting the national ®nances on a stable footing. This logic led Raymond Poincare Â, France's respected Premier in 1923, to decide on military occupation of the Ruhr. When that step led to German passive resistance rather than increased reparations payments, the French economy was left on the verge of hyperin¯ation. Revealingly, the rapidly depreciating currency, whose behaviour was itself little more than a symptom of underlying in¯ationary pressures, was perceived as the cause of the country's ®nancial ills. Curing the nation's ills, it followed, required stabilising the currency, a goal to be achieved by restoring a gold standard of the prewar variety.
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Germany represented the other side of the French coin. Balancing the budget and stabilising the currency might be seen as admissions that the government's obligations did not exceed its ®nancial capacity ± that the Reich could afford to make reparations after all. The incentive to in¯ate preceded France and Belgium's invasion of the Ruhr, but with foreign occupation of Germany's industrial heartland there was ample justi®cation for running the printing presses full out. Hyperin¯a-tion, although an effective weapon in the country's diplomatic battle with Paris, grew increasingly disruptive of the operation of the German economy. Money creation, which as late as 1922 still stimulated the demand for the products of the German economy, grew increasingly disruptive in 1923.
27 As in¯ation ran out of control, its main effects came to be those of aggravating uncertainty and demoralizing consumers. Industrial production went into steady decline, and the opinion of in¯uential industrialists such as Hugo Stinnes swung towards compromise, accommodation, and exchange-rate stabilisation. In 1924 these shifts in sentiment allowed stability to be re-established under the provisions of the Dawes Plan, a critical component of which was restoring the mark to its prewar parity.
28
Debate over how to apportion the costs of stabilisation continued also in Britain. Labour felt that it already had paid enough. After its defeat in 1924, the Labour Party adopted a programme of`socialism now' at the urging of economist J. A. Hobson and others, which in practice meant a minimum wage and state-provided 26 That said, it might still be possible to take some advantage of the intervening depreciation of the franc. In discussions about the value at which to ®x the franc in 1926, Pierre Quesnay (assistant to Governor Emile Moreau of the Bank of France), hoped that they could`maintain the gold value of French prices below world prices and thus facilitate the life of country'. Pierre Quesnay,`Conside Ârations pouvant intervenir dans la de Âtermination du taux de stabilisation', 6 Aug. 1926, AN 374 AP 5, quoted in Kenneth Moure Â,`Undervaluing the Franc Poincare Â', Economic History Review, Vol. 49, no. 1 (1996), 140. The accomplishment of this goal, at least for a few years, generated a massive accumulation of gold in France and contributed to the crisis of the gold standard a few years later.
27 As argued in Constantino Bresciani-Turroni, The Economics of In¯ation (London: Allen & Unwin, 1937). family allowances.
29 These proposals were legitimated by the workers' contribution to the war effort. They were required because the reduction in costs required for the restoration of gold payments at the prewar parity was threatening to reduce wages.
For defenders of the gold standard the problem was not that wages would fall, of course; the danger was that they would not. The growth of trade unionism, the provision of unemployment bene®ts, and the existence of minimum wages for unskilled workers in industries where trade boards had been established immediately before or during the war all worked to slow downward wage adjustment. In this setting the danger was that de¯ation would worsen the lot of the workers not just by lowering wages but by producing unemployment.
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The wage issue was particularly contentious in the coal industry, a hotbed of labour activism. The demand for coal received a boost in 1923±4, when Ruhr supplies were disrupted by the French occupation. For the miners, these were favourable circumstances for wage negotiations, and the agreement they negotiated guaranteed a minimum wage. But when the con¯ict on the Continent went into remission, the demand for British coal fell, and the agreement collapsed.
The contribution of the Prime Minister, Stanley Baldwin, to the subsequent negotiations was to repeat the mantra of the gold standard: the men would have`to face a reduction in wages' to put the coal industry on its feet.
31 This of course was just one way of putting industry on its feet. But it was the only way open under the gold standard, alternatives involving higher prices being inadmissible.
32 Calling for lower wages was the discourse of the gold standard because this call followed from the mechanics of the monetary system. Countries on the gold standard could not devalue their currencies or allow the demand for exports to determine their exchange rate. They could not expand the money supply to stimulate domestic demand, for doing so would push up prices, provoke gold exports, and weaken the currency. The only way to reduce prices was to reduce production costs, the largest of which was labour. 31 Baldwin was quoted in the newspaper as saying,`All the workers of this country have got to take reductions in wages to help put industry on its feet,' but this more inclusive statement was denied by the government. Keith Middlemas and John Barnes, Baldwin: A Biography (London: Macmillan, 1969), 387.
32 Industrial rationalisation designed to boost productivity was of course the other way of squaring the circle. Bank of England of®cials, among others, hoped that this might offer a way out of their dilemma. Thus, in the second half of the 1920s Norman found himself in the peculiar position for a central banker of helping to oversee the rationalisation and consolidation of the Lancashire textile industry. But the hope that unemployment could be banished by closing down the least ef®cient coalmines and textile companies, consolidating operations in the most ef®cient mines and enterprises, and otherwise seeking to enhance ef®ciency proved wishful thinking, at least over the relatively short horizon relevant for business cycle analysis.
The Royal Commission on the Coal Industry, chaired by a Liberal, Sir Herbert Samuel, insisted that wages had to be lowered.
33 Like the Prime Minister, the Samuel Commission invoked the rhetoric of the gold standard.`A disaster is impending over the industry and the immediate reduction in working costs . . . is essential to save it', is the way the committee put it. 34 The mine owners based their wage offer on the Commission's recommendation, insisting on lower wages and longer hours. From labour's point of view, pushing down wages reduced the purchasing power of the employed and implied job losses insofar as the mechanism for depressing wages was further restriction of demand. And union leaders like Herbert Smith and A. J. Cook did not share the central bankers' apocalyptic vision of a world of managed money. They were not suf®ciently secure to trade current sacri®ces for purported future gains. They had participated in the war effort and now expected recompense.
The result was not just a coal strike but a general strike. It ended in a defeat for labour which only hardened the unions' opposition to the constraints of the gold standard. Ultimately, that opposition would weaken both the Tory government (defeated in 1929) and Britain's commitment to the gold standard (abandoned in 1931). The Treasury tried to defuse this con¯ict in the late 1920s by asserting that the`rationalisation' of industry ± which even the Treasury put in quotes ± was a better way to reduce labour costs than reducing wages, but the gold-standard mantra of lowering labour costs remained clear.
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Wage reductions were a bone of contention in other countries as well. German wages appeared to be higher than before the war.
36 More importantly, they were less¯exible than in the golden age before the First World War due to changes in labour-market institutions. 37 The number of workers covered by collective contracts rose enormously between 1913 and the mid-1920s, and few of these contracts were national.
38 The fragmented structure of collective bargaining was ill-suited for co-ordinating economywide adjustments to shocks. In highly decentralised labour markets like those which prevailed before the war, wages rose and fell through free competition. If wages were too high, unemployment resulted and the competition for jobs bid them down. In highly centralised markets, the same outcome could be achieved through a single decision to adjust wages. Problems arose when markets were neither highly centralised nor highly decentralised.
39 Groups covered by 33 The Samuel Commission also emphasised the need for rationalisation, but not to the exclusion of wage cuts. 37 James Angell, The Economic Recovery of Germany (New Haven: Yale University Press, 1929); James, The German Slump.
38 As of January 1928, 1.4 million workers were covered by Reich contracts, 3.4 million by district or regional agreements, and a still larger number by company-or plant-level contracts.
39 This point is widely accepted in the modern economics literature, on the basis of the in¯uential collective bargaining were too large for the impact of their agreements on the labour market as a whole to be negligible, but too small for them to have the incentive to take those impacts into account. When the time came for wage concessions, no regional or industrial union was willing to move ®rst. The spread of collective bargaining and compulsory arbitration in Germany supplanted decentralized labour markets without providing an alternative compatible with the imperatives of gold-standard adjustment. The disturbances to be accommodated through the operation of this feeble wage-adjustment mechanism were unprecedented in scope. The First World War had weakened the position of European producers in international markets and strengthened that of other countries. European exports to Latin America having been interrupted during the war, US producers established marketing and distribution networks there and now proved dif®cult to dislodge. The same outcome resulted when British exports to India were disrupted and Japanese producers established a beachhead there. The ®nancial burden of war debts and reparations then was superimposed on this shift in Europe's competitive position. So long as the United States continued to lend its balance-of-payments receipts back to Europe, adjustment could be delayed. But once the Federal Reserve Board applied the harsh medicine of the gold standard, higher domestic interest rates curtailed US capital out¯ows, and de¯ation became the only alternative.
The sanctimonious quality of restoring the gold standard is evident in the missions sent by the United States to help the Weimar economy. The Dawes Commission has been celebrated for restoring stability in Weimar. The AgentGeneral for Reparation Payments appointed under the Dawes Commission, S. Parker Gilbert, was clear that he saw the means for doing so as preserving the gold standard at all costs. As he explained the motivation for the Dawes Plan,`The Experts' Plan thus established a protected system, which was intended to safeguard the German exchange against the danger of instability through excessive reparations transfers.
40 There was no need in Gilbert's mind to do more than assert the link between a stable exchange and a stable economy.
This link was assumed by the bankers and politicians making economic policy in the 1920s. Few dissenting voices were heard. Churchill for one expressed his concern in early 1925 that Britain's return to gold could require the Bank of England's discount rate (Bank rate) to rise, imposing`a very serious check . . . to trade, industry and employment'. But Montagu Norman, governor of the Bank of England, denied that the gold standard and domestic conditions were related. Cheap money is important', he insisted,`because nine people out of ten think so: more for psychological, than for fundamental reasons.'
41 Even though Norman carried the day, this was a selective reading of the evidence. When the Bank of England raised Bank rate to offset an out¯ow of gold, it discouraged investment and employment just as surely as it attracted foreign reserves.
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An earlier literature suggests that these ills might have been avoided had countries returned to gold at more realistic parities.
43 Higher prices and parities, these authors suggest, might have limited the need for de¯ationary adjustments in the 1920s. But they would not have removed the need for a further radical reduction of wages and prices once the Great Depression struck, a reduction that politicised markets were incapable of delivering.
Defending the gold standard in the midst of chaos
Like the Baring crisis and the Great War, the Great Depression was a shock to this happy world. It started out as an economic contraction like those before it. This unexceptional downturn then was converted into the Great Depression by the actions of central banks and governments. Economic policies did not alleviate the Depression; rather, they worked to intensify it. Actions that worked well in prewar prosperity had damaging results as economies contracted in the early 1930s.
Policies were perverse because they were formulated to preserve the gold standard, not to stabilise employment. Maintenance of the gold standard would in time restore employment, central bankers thought, while attempts to increase employment directly would fail. The collapse of output and prices and the loss of savings as banks closed in the early 1930s were precisely what the gold standard promised to prevent. Reconciling outcomes with expectations consequently required interpreting these exceptional events in unexceptional terms. Where the crisis was most severe, blame was laid on the authorities' failure to embrace the gold-standard mentality. The Federal Reserve Board and the Bank of England, it was alleged, had succumbed to the lure of managed money. Having refused to obey the rules of gold standard, they had committed`abuses of credit', sterilising international gold¯ows and preventing them from exerting their normal stabilising in¯uence on credit conditions. This in turn had prevented prices and costs from adjusting.
Louis Germain-Martin, the gold-standard strictures, was responsible for the Depression. 44 Cheap credit had fuelled an unsustainable boom, culminating in the inevitable crash, ®nancial distress and slump. French economist Charles Rist saw the slump as resulting directly from the arti®ciality of the preceding boom.
The increased production would have provoked a general decline in the price level earlier if efforts had not been made from all sides to stimulate consumption arti®cially and to maintain it at a level superior to that corresponding to real income. It is there, in our view, that it is necessary to seek the speci®c origin of the present crisis.
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Prices and costs had to fall to reconcile growing domestic and international transactions with an inelastic supply of monetary gold. Thrift, that intrinsic Victorian predicate of the gold standard, would bring this about if central banks did not manipulate interest rates to stimulate consumption unnaturally.
The same view prevailed in Washington DC and in the regional branches of the Federal Reserve System. 46 As unemployment spiralled upwards, Lynn P.
Talley of the Reserve Bank of Dallas wrote to George Harrison of the New York Federal
Reserve Board that his directors were not`inclined to countenance much interference with economic trends through arti®cial methods . . .'.
47 Treasury Secretary Andrew Mellon advised President Hoover that the only way to restore the economy to a sustainable footing was to`liquidate labor, liquidate stocks, liquidate the farmers, liquidate real estate . . . purge the rottenness out of the system . . .'. People will work harder', Mellon insisted, and`live a more moral life'.
48 Those espousing the puritanical strand of gold-standard dogma grew more strident as unemployment mounted. Hoover himself regarded the gold standard as`little short of a sacred formula'.
49 Any deviation he dismissed as`collectivism', an all-embracing label for economic and social decay.
The failure of governments single-mindedly to embrace this liquidationist dogma only made things worse, in the prevailing view. Hoover, under the in¯uence of industrialists like Henry Ford concerned with the maintenance of purchasing 46 In the US case, the monetary strictures of the gold standard mentality were reinforced by the newly created central bank's own particular policy doctrine, the so-called Burgess±Reif¯er±Strong doctrine. According to that approach, a close relative of the real-bills doctrine, commercial banks were reluctant to borrow from the Fed and would do so only when in need. Hence, the Fed should take member bank borrowing as an indicator of the stance of monetary policy and pursue an expansionary policy when member bank borrowing was high. Thus, when member bank borrowing turned down after 1929, it was not viewed as appropriate for the Fed to arti®cially expand money and credit. There is no incompatibility between this view and our emphasis on the gold standard; indeed the two are logical complements. power, was reluctant to see wages fall. Whether due to the President's great popularity at the outset of the Depression or the intimacy of his ties with business, Hoover's high-wage policy was surprisingly effective.
50`I t is indeed impossible', wrote the labour economist Leo Wolman in 1932,`to recall any past depression of similar intensity and duration in which the wages of prosperity were sustained as long as they have been during the [present] depression.'
51 Thus, when the downturn hit and the demand for labour fell, wages failed to follow. This made the incidence of the gold-standard prescription of de¯ation, followed faithfully by the Federal Reserve, exceptionally uneven: it produced pockets of unemployment and spawned failures among banks which had extended loans to ®rms in labour-intensive industries, which now found their pro®ts and capacity to repay squeezed.
52 By 1932 the failure of the high-wage policy in the face of the Fed's de¯ationary monetary stance had become manifest and was rejected by prominent businessmen such as James A. Farrell of US Steel.
The same lesson was drawn by Clement Moret, the newly appointed governor of the Bank of France. As he explained to his shareholders in January 1932:
In order to bring the depression to its conclusion, it would have been necessary to stop the abuses of credit that have contributed so largely to the creation and spread of the crisis. In fact, there has been no movement towards a suf®cient contraction of banking credits, so powerful were the efforts brought into play to maintain at any cost, by an arti®cial policy of cheap and easy money, the spirit of enterprise and the taste for speculation. This tendency has undoubtedly served to increase the disorders it was intended to mitigate.
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Britain was subject to the economic crisis, in this view, because the Bank of England had thwarted the gold standard's operation.`The real cause of the formidable crisis with which the world is struggling', the French economist Charles Rist wrote in January 1931,`is none other than the mistaken monetary policy which England has followed for the past ten years.' He continued more explicitly that`an arti®cially low Bank rate and open market purchases had prevented production costs, including wages, from being forced down'. 54 The only option now was to let adjustment run its course. Expanding the money supply in violation of gold-standard precepts would only encourage further speculative excesses, leading to another crash and an even more catastrophic depression. Joseph Caillaux, chairman of the French Senate's Finance Committee, echoed Mellon in arguing that weak enterprises had to be purged by de¯ation to permit the ®nancial excesses of the 1920s from continuing to debilitate the international system. unquali®ed acceptance of the gold standard's dictates. That France was initially spared its worst effects was attributed to the strength and stability of the franc, the Bank of France's determination to comply with the dictates of the gold standard, and its seemingly inviolable gold reserve. Gallic conviction of the virtues of gold, evident in the pronouncements of Jenny, Germain-Martin, Moret and Rist, was reinforced by the country's experience a decade before. France had suffered a socially divisive in¯ation in the ®rst half of the twenties, when gold convertibility was in abeyance. The budget had run out of control until the government again was subjected to gold-standard discipline. Commentators came away convinced that disregard for the gold standard led to ®nancial excesses, economic chaos and social turmoil.
Similar views prevailed in other countries that had suffered high in¯ation. As Karl Helffrerich, banker and one-time German ®nance minister, put it in the sixth edition of his classic work, Money, abandoning the gold standard would make money a`bone of contention between brutal interests'. a ®ght would result between the interests concerned, and this ®ght would, in the absence of an objective criterion, be decided in advance, not by reason and justice but by brute force only. On the one side we should have all those who owe money ®ghting for the greatest possible issue of money and for the largest possible diminution in the value of money, and on the other side we should have creditors and all those in receipt of ®xed salaries, dividends, and wages who would be interested in the preservation and the increase in the value of money. The ®ght which would be waged round the value of money would, more than any other economic con¯ict between various interests, necessarily lead to the demoralisation of economic and of social life.
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That the solution to the Depression might lie in rejecting gold was beyond the pale. The British Committee on Finance and Industry (the Macmillan Committee), reporting on ®nancial problems in summer 1931, was prepared to entertain the heresy of a tariff before recommending that the gold standard be abandoned. Even internationalist politicians such as Ramsay MacDonald were prepared to turn their backs on nearly a century of free trade before jeopardising sterling's hallowed status.
57 Keynes, the committee's leading intellectual light, had opposed Britain's return to gold at the prewar parity, arguing that the proper target for monetary policy was internal price stability rather than exchange rate stability, but once the decision was made he reconciled himself to it. In 1930 he was unwilling to recommend going off gold, which he saw as the linchpin of the international ®nancial system and essential for ®nancial stability.
58 But as the Depression deepened his desperation grew. He`was willing to try anything ± a tariff, quotas, a national treaty on wages, pro®ts and rents, foreign lending restrictions ± anything except suspending the gold standard, which was too drastic to contemplate'.
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The gold standard consequently was not abandoned. Its rhetoric was de¯ation, and its mentality was one of inaction. Central banks stood ready to withstand ®nancial panics like the Baring crisis but not to preserve output and employment. The Federal Reserve System inferred from low interest rates and excess bank reserves that no panic was in sight and counselled inaction. But when there was a threat to the US commitment to gold in 1931, it responded by raising interest rates and driving the country deeper into depression.
Support for the gold standard, however, was not as strong as the Rock of Gibraltar. A Labour prime minister, no friend of the Bank of England, had resided in Downing Street since the summer of 1929. Hoover, a Republican in the White House, announced in March 1930 that`the worst effects of the crash on unemployment will have been passed during the next sixty days'.
60 But the recovery for which he hoped did not materialise, and the odds on his re-election lengthened. While both the Bank of England and the Federal Reserve Board enjoyed independence of action, their autonomy was not guaranteed. In Germany, support for Bru Èning also weakened, forcing the Chancellor to govern by decree.
The authorities may have been hesitant to abandon the gold standard, but the rise of unemployment rendered them increasingly reluctant to defend it. Balancing the budget was a conventional remedy, but governments were hesitant to raise taxes or cut support for veterans, pensioners and the unemployed in the deepening economic distress. Left-leaning governments like Britain's were least prepared to apply such cuts, but they also had to convince the markets of their ®scal rectitude if their defence of the gold standard was to succeed. If they proved reluctant to raise taxes, the markets might attack, and the government would fall for having failed to defend the ®nancial foundation of the nation. If they did raise taxes, they would be blamed for failing to defend the interests of their core constituency and fall anyway. Currency traders saw that of®cials had no way out. As Philip Snowden, the Labour Chancellor of the Exchequer, succinctly explained the sterling crisis in his autobiography,`The opposition of the Labour Party to the Budget proposals had given the impression abroad that the country was not united'.
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Nor were central banks prepared to raise interest rates as required to defend the system. When the sterling crisis struck London in July 1931, the Bank of England, confronted by a 20 per cent unemployment rate, hesitated to raise its discount rate for fear of lengthening the dole queues. It waited nearly two weeks to raise Bank rate. When the ®rst increase failed to halt gold losses, the rate was raised again. But this was the last change until the suspension of convertibility on 19 September. According to Kunz,`With business already very depressed, neither management nor labour nor their representatives in Parliament were willing to pay the price which such a high Bank rate would exact'.
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The authorities were cornered. Panic¯ights of hot money, unleashed by the realisation that countries like Britain had no escape from this dilemma, soon dwarfed the trade de®cits and external debt service that dominated the balance of payments at other times. Central banks joined the fray, liquidating their foreign securities to avoid capital losses in the event of a foreign devaluation. Even true believers like Herbert Hoover were forced to acknowledge that gold and ®nancial ows had become`a loose cannon on the deck of the world'. 64 This small group of men in continuous motion effectively imposed their vision on a world largely oblivious of their day-to-day decisions.
In this environment the gold standard became an engine for de¯ation. Supplies of money and credit depended on the quantity of gold and convertible foreign exchange held by central banks. As uncertainty mounted about the stability of key currencies, central banks liquidated their foreign-exchange balances and scrambled to replace them with gold reserves. The share of foreign exchange in global monetary reserves fell from 37 per cent at the end of 1928 to a mere 11 per cent by the end of 1931. 65 But there was only so much gold to go around. Central banks jacked up interest rates in a desperate effort to obtain it, destabilising commercial banks and depressing prices, production and employment. Bank closures disrupted the provision of credit to households and ®rms, forcing the former to cut their consumption, the latter to curtail production.
66 De¯ation magni®ed the burden of outstanding debt, forcing debtors to curtail their spending still further in the effort to maintain their creditworthiness. 67 As the gold-exchange standard collapsed back into the pure gold-based system that observers like Moret associated with ®nancial stability, markets were destabilised as never before.
The obvious response was foreign support like that which Lidderdale had organised in 1890, at the time of the last great peacetime ®nancial crisis. Now, however, such support was more dif®cult to assemble. When the Credit-Anstalt crisis struck Vienna in May 1931 and Austria sought foreign help, the French, led by the nationalist Pierre Laval, demanded that Austria ®rst renounce all intention of forming a customs union with Germany. Although New York and London provided some assistance, Brussels and Rome sided with Paris. When the crisis spread to Berlin and the German government solicited aid abroad, Moret demanded that Chancellor Bru Èning ®rst withdraw his request to reopen reparations negotiations and halt the construction of pocket battleships. Harrison of the New York Federal Reserve Bank agreed to contribute to the German loan only if the Reichsbank limited its credit to the banks, rendering that assistance useless for supporting the German ®nancial system. The masochistic strand of the gold-standard mentality grew stronger as the crisis built.
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This mentality extended to the economic advisors of the governments and central bankers. Lionel Robbins, the youngest member of the Macmillan Committee, argued that`If it had not been for the prevalence of the view that wages rates must at all costs be maintained in order to maintain the purchasing power of the consumer, the violence of the present depression and the magnitude of the unemployment which has accompanied it would have been considerably less'.
69 As always in the rhetoric of the gold standard, lower wages would have allowed the de¯ation required by the monetary system.
In the end, what led to that system's downfall was not just agitation on the left but the challenge to the hegemony of gold-standard ideology from the fact of economic and ®nancial distress. The more governments rededicated themselves to gold-standard policies, the worse economic conditions became. As the patient's condition continued to worsen, even true believers began to consider unconventional remedies. So long as France, Switzerland and the Low Countries resisted the worst effects of the Depression, they could ascribe the plight of their neighbours to their failure to cleave to gold-standard orthodoxy. Once their own economies were infected and repeated doses of strychnine only aggravated the condition, not even the most conservative of diagnoses was secure.
Abandoning the gold standard to arrest chaos
As the Depression deepened, opposition to this ideology gathered strength. Yet the central bankers and political leaders who espoused the gold standard clung desperately to their faith in the face of economic reality and even the disintegration of the gold standard itself.
The British, caught on the horns of this dilemma, abandoned their commitment to exchange British currency for gold at a ®xed rate in autumn 1931. The government's decision to suspend convertibility was earth-shattering. For Jackson E. Reynolds, president of the First National Bank of New York, it was`like the end of the world'. 70 The famous comment of Tom Johnston, former parliamentary secretary for Scotland and Lord Privy Seal,`Nobody told us we could do that', is celebrated precisely because it so aptly summarises the prevailing sense of incredulity. 71 With hindsight, one can argue that this outcome is less surprising. Simmons recently has argued that unstable domestic politics, like those in Britain's contentious 1920s, made countries prone to abandon the gold standard.
72 But the apostasy of even a major country like Britain was not enough to arrest the economic contraction, particularly since the British regarded their action as failure and refused initially to expand.
Sustaining the gold standard required a stomach for harsh medicine, as true believers incessantly repeated. But de¯ation that once might have elicited mute acceptance now provoked hunger marches and mass demonstrations. In Germany, the Communist-led Reich Committee of the Unemployed took to the streets in December 1929 before the streets were taken over by the Nazis. The British National Unemployed Workers' Movement staged demonstrations. In the United States farmworkers in California and car workers in Michigan clashed with police; the 1932 Bonus Army of veterans who camped out in Washington to get their bonus had their tents in`Hooverville' set on ®re by the army. 73 Hunger and despair which had once led to alienation from politics and disenchantment with political parties now led workers to organise and voice their objections. Even conservative governments intellectually committed to de¯ationary measures hesitated to stay the course for fear of inciting a political backlash.
Nowhere was this more apparent than in Britain, where for fully a decade de¯ation had been associated with unemployment. Keynes, in publications like The Tract on Monetary Reform and in private evidence to the Macmillan Committee, educated labour leaders such as Ernest Bevin about the connections between Bank rate and unemployment. When Norman was called to testify before the committee, he met a double-barrelled attack from Keynes and Bevin. Keynes may have been reluctant to recommend that Britain abandon the gold standard, but Bevin had concluded that a replacement should be found for a system from which`only the rentier classes stood to gain'.`[T]he deterioration of the conditions of millions of workers', he lamented,`was too high a price to pay for the maintenance of . . . international banking in London. ' 74 While Bevin signed the ®nal report of the Macmillan Committee, he also drafted a dissent arguing that the gold standard should be abandoned.
But even while freeing the economy from this straitjacket, the Bank of England could not free itself from the gold-standard mentality. It hesitated to reduce interest rates after devaluation for fear of fuelling in¯ation. In the most de¯ationary setting the world has ever known, with prices in all industrial countries falling by 10 per cent a year, its preoccupation was in¯ation. It was, in one contemporary's words,`to cry, Fire, Fire, in Noah's¯ood'. 75 As late as June 1932, economists James Meade and Roy Harrod still felt compelled to draft a circular letter to The Times advocating the reduction of interest rates and the remission of taxes (or at least no increase). And still the Bank of England hesitated to cut interest rates and stimulate recovery.
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As a result of the banking crisis that set the stage for Britain's abandonment of gold, the German government restricted transactions in foreign exchange. Even though Weimar did not devalue, the free purchase and sale of currency that was the hallmark of the gold standard was no longer allowed. Yet neither Bru Èning nor Weimar's other political leaders could free themselves from the mentality of the gold standard. They continued to speak of Germany as being on the gold standard because the mark was maintained at parity, even though currency controls violated the fundamental activity of the gold standard ± as noted by the Cunliffe Commission and others ± and made the maintenance of parity a purely administrative matter. Haunted by memories of hyperin¯ation, Bru Èning continued to pursue policies designed to compress spending while preaching the de¯ationary rhetoric of the gold standard. His famous decree reducing all prices was issued in December 1931, six months after Germany effectively had abandoned gold. The Federal Reserve System reacted vigorously and promptly to the external drain, as it had not to the previous internal drain. On October 9, the Reserve Bank of New York raised its rediscount rate to 2 1 2 per cent and on October 16, to 3 1 2 per cent±the sharpest rise within so brief a period in the whole history of the System, before or since . . . The maintenance of the gold standard was accepted as an objective in support of which men of a broad range of views were ready to rally.
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None of these individuals appear to have escaped their inherited mindset even under the most intense pressure. Bru Èning and Hoover maintained their de¯ationary policies for as long as they were in of®ce and continued to champion them after they lost power. Even after losing the 1932 election, Hoover kept trying to enlist the president-elect in support of the gold standard. As late as February 1933, he tried to chide Roosevelt into a commitment to support the gold price of the dollar, arguing that devaluation would lead to`a world economic war, with the certainty that it leads to complete destruction, both at home and abroad'.
79 Twenty years later Hoover repeated approvingly his 1932 claim that maintaining the gold standard had been good for the United States:`We have thereby maintained one Gibraltar of stability in the world and contributed to check the movement of chaos.'
80 When Bru Èning said he had fallen 100 metres from the goal, he meant the end of reparations, not the recovery of employment, but he betrayed no doubt that the proper policy had been to stay within the rhetoric and framework of the gold standard even after abandoning convertibility itself.
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Given the hold of the gold-standard mentality on bankers and politicians, a change of leadership was needed to change policy. While one form of protest against mass unemployment was mass demonstrations, another was the vote. The fact that the franchise had been limited before the Great War was one reason why the ideology of the gold standard had ruled without challenge. But the gradual extension of the vote had given workers in industrial societies a new way to express their views ± not as often as they may have liked, perhaps, but often enough to voice their opposition to the gold standard after two or three years of economic contraction.
In Germany the Socialists were as committed to the gold standard as Bru Èning, which they showed by rejecting calls within their party for more expansionary policies.
82 By increasing their seats from twelve to 107, German voters transformed the Nazis from a fringe party to a presence in the Reichstag in the 1930 election. They vented their spleen on the traditional parties in July 1932, when the Nazis won 230 seats. Voting analysis has not found a strong correlation between unemployment and Nazi votes in these elections. 83 But it is hard to argue that the spectacular rise in the Nazi vote was independent of the contraction. The link was there, ®ltered through the rhetoric of protest rather than taken straight as a function of unemployment.
84 And whatever else might be said about it, no one could mistake the rhetoric of the Nazis for the rhetoric of the gold standard.
The choice facing voters in the United States was less clear-cut. So long as Hoover remained in of®ce, the investing classes would shape policy. In the 1932 electoral campaign Roosevelt's policy toward the gold standard was one of studied ambiguity; while he wished to appeal to the working man and heralded`re¯ation' as the cure for the nation's ills, he did not wish to antagonise ®nancial and business interests which regarded gold convertibility as sacrosanct and left its discussion to sound-money democrats like Carter Glass. Given a choice in November 1932, the electorate voted for someone who sounded not at all like the dour mavens of the gold standard. Roosevelt ful®lled their mandate by abandoning gold shortly after taking of®ce in March 1933 and then refusing to contemplate a return at the World Economic Conference in July. That conference held little promise in the conditions of 1933. Roosevelt blasted it before it even opened, signalling his rejection of the rhetoric of the gold standard.`The world will not long be lulled by the specious fallacy of achieving a temporary and probably an arti®cial stability in foreign exchange on the part of a few large countries only', he announced.`The sound internal economic situation of a nation is a greater factor in its wellbeing than the price of its currency.'
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Change was still three years in coming in France, where the mentality of the gold standard had been burned into popular consciousness ten years before by in¯ation and distributional con¯ict. The Bank of France possessed large gold reserves, and its appetite for more already had contributed to the disintegration of the international system in the early 1930s. Despite multitudinous changes in government, the French barred from power anyone who disagreed with gold-standard rhetoric, even after most of the world abandoned gold and their economies began recovering as a result. They organised the remaining true believers into a gold bloc in the aftermath of the abortive World Economic Conference, and they repeated the tired rhetoric of the gold standard in the face of continued economic decline. 84 The electorate did not vote the Nazis into a majority position. In fact, their support fell in the second election of 1932 when Bru Èning's successors made the ®rst tentative steps toward abandoning the rhetoric and policies of the gold standard. Instead, the voters conferred enough respectability on the Nazis to allow Hindenburg, the Weimar President, to invite the Nazis into the government. It was all the Nazis needed to take over German society and cause endless grief to their own and other people.
85 Edgar B. Nixon, Franklin D. Roosevelt and Foreign Affairs, January 1933±February 1934 (Cambridge, MA: Harvard University Press, 1969), I, 269. The ordeal of the Depression had altered discourse so that now the gold standard was`arti®cial'. Previously, deviations from gold-standard orthodoxy were said to yield`arti®cial' results.
Opposition to the status quo developed only slowly in France, for anyone who advocated modifying the gold standard was accused of reopening the distributional con¯ict that had seized the Republic in the ®rst half of the 1920s. Advocates of devaluation were denounced as`heretics'. Defenders of the parity launched à crusade' against devaluation. The religious fervour of the true believers was clear to see.
Slowly the heretics multiplied. Georges Boris, editor of La Lumie Áre, a weekly newspaper independent of the major political parties, was among the ®rst to call for devaluation. Another independent journalist, Raymond Patenotre, argued in 1932 for devaluation as a way of promoting economic activity and permitting the adoption of public works initiatives. Patenotre was in¯uenced by the example of England, where there already were signs that devaluation had revived activity. The ®rst mainstream politician to join their ranks was Paul Reynaud, who called for devaluation in 1934. A former minister of ®nance on the moderate right of the political spectrum and long-time supporter of the gold standard, Reynaud was converted by the persistence of the slump and, perhaps more importantly, by the inability of French governments successfully to apply the standard de¯ationary medicine.
By mid-1935 French opinion was`becoming more and more reconciled to devaluation'.
86 But successive ministers of ®nance in 1934±6, Louis GermainMartin and Marcel Re Âgnier, and the governments they served could not reconcile themselves to the new perspective. The centrist and Radical governments of the period toyed with a variety of re¯ationary initiatives but only to the extent that doing so did not jeopardise the inviolable gold-standard commitment. It took the 1936 election, which brought to power the Popular Front government of Le Âon Blum, to transform the rhetoric and mentality of economic policy. Under the Popular Front, de¯ation was ruled out. The remaining options were devaluation, as in Britain, or exchange controls, as in Germany. For France, there was no question of which example to follow. Even staunch defenders of the gold standard such as Rist and Germain-Martin saw the adoption of German-style policies as unpalatable, rendering them reluctant supporters of devaluation.
Conclusion
The mentality of the gold standard developed during the long boom of the nineteenth and early twentieth centuries. It survived the First World War and promised a safe haven for ships of state buffeted by stormy social, political and economic seas. But once those ships began taking on water, gold was a millstone around their necks. Rather than keeping their economies a¯oat, it helped to sink them. The world economy, most observers agree, is well endowed with selfcorrecting powers. When activity turns down, it tends to bounce back. Only
